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TREASURY, DEPARTMENT OF
Substantive or procedural guidance provided in IRS notices and announcements may be
relied on by taxpayers in the same manner as revenue rulings and revenue
procedures. the IRS announced recently.
The announcement was made in Revenue
Ruling 87-138.
Revenue rulings (substantive rulings necessary to promote a
uniform application of the tax laws) and revenue procedures (published procedures
that affect the rights and duties of taxpayers) are published weekly by the IRS in
Internal Revenue Bulletins.
According to the IRS, IRS notices and announcements
containing substantive or procedural guidance are intended to be relied on by
taxpayers and are viewed by the IRS as the equivalent of revenue rulings a n d
revenue procedures.
Notices and announcements issued on or after 12/28/87
containing substantive or procedural guidance will include specific language
indicating the document may be relied on by the taxpayer to the same extent as a
revenue ruling or revenue procedure.
Revenue Ruling 87-138 is scheduled for
publication in Internal Revenue Bulletin No. 1987-52, dated 12/28/87.
If
additional information is needed after reviewing the Revenue Ruling, contact John
McGreevy at the IRS at 202/566-3466.

Clarification of the scope of the consent dividend provisions of the tax code are the
subject of temporary and proposed regulations (see the 12/15/87 Fed. Reg., pp.
47554-57 and pp. 47609-10).
According to the IRS, the proposed amendments to the
Income Tax Regulations will provide the public with new guidance needed to comply
with section 565 of the Internal Revenue Code of 1986. The IRS amendments provide
that the consent dividend provisions apply only to corporations subject to the
accumulated earnings tax, personal holding companies, foreign personal holding
companies, regulated investment companies, and real estate investment trusts. The
regulations, the IRS said, do not affect those provisions of temporary regulations
relating to section 367 of the tax code concerning United States shareholders in
foreign corporations. Written comments and requests for a public hearing must be
delivered or mailed by 2/16/88 to Commissioner of Internal Revenue, 1111
Constitution Ave., N.W., Washington, D.C. 20024.
These regulations, as well as
the deletions to the existing final regulations, are effective for tax years
ending after 12/15/87.
For additional information after reading the r e g u l a t i o n s ,
please contact David Bergkuist at the IRS at 202/566-6457.

Guidance on the allocation of income and loss to periods before and after a change in
corporate ownership has been issued by the IRS.
The guidance, Notice 87-79,
concerns section 382 of the Internal Revenue Code of 1986.
Section 382, a s
amended by the Tax Reform Act of 1986, provides that for any taxable year ending
after the change date the amount of a loss corporation's taxable income that may
be offset by any pre-change loss cannot exceed the section 382 limitation for s u c h
year.
The change date is the date on which an ownership change occurs, the IRS
said.
In general, the section 382 limitation is the value of the old l o s s
corporation multiplied by the long-term tax-exempt rate. No regulations have been
i s s u e d y e t u n d e r s e c t i o n 382 a n d t h e n o t i c e

s ta te s

th a t u n t i l such r e g u la tio n s

a re

issued "taxpayers must continue to allocate income and loss under sections
382(b)(3) and 382(d)(1), respectively, on the basis of a ratable allocation over
the entire taxable year unless a private letter ruling allowing a different method
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of allocation is obtained from the Service."
Notice 87-79 is scheduled to be
published in Internal Revenue Bulletin No. 1987-52, dated 12/28/87.
For
additional information after reading the Notice, contact Keith E. Stanley at the
IRS at 202/566-3458.

Rules governing outbound transfers of stock and securities are the subject of an
Advance Notice issued by the IRS. The Notice, Notice 87-85, states that the rules
will be incorporated in final regulations.
Under the Code, a U.S. person's
transfer of property to a foreign corporation will be treated as a taxable
exchange unless the transfer falls within a specific exception.
To qualify for
most of the exceptions, the U.S. transferor must enter into a gain recognition
agreement with the IRS.
This agreement provides that if the transferee foreign
corporation disposes of the transferred stock within a certain period of time, the
transferor will file an amended return to recognize the gain for the year of the
initial transfer. The final regulations will simplify the stock transfer rules by
providing generally uniform exceptions for transfers of both domestic and foreign
stock or securities.
The exceptions will be based on the percentage of the
transferee foreign corporation's stock that the U.S. transferors own immediately
after the transfer. An exception may be permitted for certain transfers in which
immediately after the transfer all U.S. transferors own 50 percent or more of the
transferee foreign corporations stock, provided that certain U.S. transferors
enter into a 10-year gain recognition agreement. The exceptions will not apply to
the transfer of stock of a foreign corporation in which the U.S. transferor is a
U.S. shareholder unless the U.S. transferor receives back stock in a controlled
foreign corporation to which the U.S. transferor is a U.S. shareholder immediately
after the transfer. Also, the exceptions will not apply to the transfer of stock
or securities in a domestic corporation to a foreign corporation where the U.S.
transferor owns more than 50 percent of either the total voting power or the total
value of the stock of the transferee foreign corporation immediately after the
transfer.
The effective date of the Rules governing outbound transfers of stock
and securities has not yet been determined.
Notice 87-85 is scheduled to be
published in Internal Revenue Bulletin No. 1987-52, dated 12/28/87.

SPECIAL:

GAO RECOMMENDS ACCESS TO ACCOUNTANTS' WORKPAPERS TO ASSIST FCC AUDITORS
AUDITING TELEPHONE COMPANIES' COST ALLOCATIONS

IN

A report evaluating the use of accounting controls to prevent cross-subsidization
between regulated and non-regulated telephone service and the ability of the
Federal Communications Commission (FCC) to properly oversee cost allocation
standards and procedures has been released by the General Accounting Office (GAO).
According to the GAO report, FCC's newly adopted cost allocation program, which
utilizes allocation procedures and cost manuals to assess compliance, relies
"heavily" on annual reports by CPAs attesting that a company's implementation of
cost allocation follows FCC's rules.
The reports by CPAs, the GAO found, "should
help ensure particularly that documentation is adequate and procedures are
consistently applied."
However, the report noted, because of the difficulty in
allocating costs of services sharing common facilities and personnel and the FCC's
mandate to determine 'just and reasonable' rates, FCC must "exercise its own
judgement that the telephone company costs are properly allocated." To make these
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judgements, the GAO recommends greater FCC audit staffing, in addition to other
means of oversight, such as access to CPAs' workpapers.
FCC access to CPAs'
workpapers, the GAO noted, will give FCC auditors "a head-start" when auditing a
carrier.
The GAO noted, however, that the workpapers and other materials "will
not be routinely filed with FCC because of concerns over protecting proprietary
data." While FCC has a legal mandate to protect carriers' proprietary data from
public disclosure, the GAO objected that "the limited amount of publicly available
data concerning carriers' cost allocation will also make it difficult for
complainants to make a factual case accusing a carrier of cross-subsidy." A copy
of GAO report, GAO/RCED 88-34, can be obtained by writing the GAO, P.O . Box 6015,
Gaithersburg, MD 20877 or by calling the GAO at 202/275-6241.

The weekly issue of Washington Report will
Publication will resume on 1/4/88.

not be published

on

12/28/87.

For further information contact Shirley Twillman or Joseph Petito at 202/737-6600.
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